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FINANCE DEPARTMENT MEMORANDUM

To: Thamas A. Peterson, City Manager
FROM - Robert H Holm, Finance Director/Treasurexr
DATE: Jamiary 10, 1939

SUBJECT: Ernst & Whinney Management Letter and
"Investment Policy Report”

MANAGEMENT LETTER:

Prior Year Comment——Operating Transfers

Last year, Ernst & Whinney recammended we implement a cawputer program to
print twelve months' operating transfer activity on a single report. This
would speed up their audit work and our staff work. My comment this year
is the same as the previous yew. That is, we have this programuing
request listed, but It doesn't have as high a priority as other projects,
such as, payroll, utility billing, canbining annual financial reports, etc.

Self-Insurance Reserve

Frnst & Whinney IS recammending a full-time "risk management” person to
review the reserves set up by the Workers' Compensation and Liability
Administrator. I believe this is a significant cost item, and, until we
can justify adding this position to the City, 1 would recamend We continue
to accept the reserves us stated.

Payroll Costs

Brnst & Whinney has recamended we review the actual payrcll costs to
budget amounts on a more frequent basis. We concur and plan to review
these costs on a monthly basis and recammend adjustments to appropriations
when needed.

Personnel Files

Ernst & Whinney recammended timely recording of pay rates and cther
personnel information on the personnel records. 1 don't believe this is a
major problem, however, the addition of staff approved by Council should
alleviate this problem.

Bmployee Time Cards

Ernst & Whinney recamends more rigid enforcement cf upprovals on time
cards. We have reguested all City supervisors to approve time cards,
however, same occasionally slip through without approval. We are adding a
certification statement to each time card that will require each supervisor
to certify the work has been performed. This statement will be printed on
each new time card issued as soon as we can use up the old time cards. We
hope this certification statement and closer supervision by our staff trill
eliminate this problem.




Memorandum -2 - January 10, 1989

Canpensated Absences

Ermnst & Whinney IS requesting closer monitoring of the data and formula
used to calculate these-liabilities. The Govermmental Accounting Standards
Board (GASB) requires this liability to be stated at the end of each fiscal
year. What these Tigures represent is a theoretical accounting concept
based upon the assumption the City would have to close its doors at June
30. This then would obligate the City to pay its employees for any unused
vacation and sick leave. The sick leave calculation is based upon the
existing formula that allows those employees eligible for retirement be
granted paid health premiums for a percent of their mused sick leave based
upon years of service with the City. In the past, Ernst & whinney.
performed this calculation; however, this year, we calculated most of the
figures wurselves, ad sacec of the dsta came fram both their offices and
ours. We shall try to fully autamate this function next year, ang,
hopefully, eliminate this problem.

Reporting Software

Ernst & Whinney IS recammending we prepare the "Coambined Annual Financial
Reports™ (CAFR). For the past twelve years, the responsibility for the
preparation of the CAFR has been the auditors' based upon the request for
proposal and fee for services. I concur with their cament and feel it is
appropriate we prepare the CAFR; the auditors would then audit the CAFR.
This should save audit fees in ensuing years. we are looking 1nto
obtaining software for this, and we are contacting other California cities
that may be able to assist us. This will be a major project for our Data
Processing and Accounting staff.

Improved Use of ldle Assets

Ernst & Whinney recammends we contact other cities who mey be intercsted in
using our heavy duty crane. At the time this purchase wes included in the
1587-88 gBudget, on= of the primarv reasons was to have one readily
accessible in the event it was need- .. Other cities have the same problem
we had, and that is when ycu need one you cannot find one, or, if you can,
the time it takes to transport it is considerable and costly.

Capitalization Policy

Ernst & Whinney recomends we review expenditures, for capitalization
purposes, prior-to the close of the fiscal year or at least quarterly. Wwe
agree and plan to do so for the next fiscal year.

"Revenue/Expenditure Reports”

Ernst & Whinney recaumends the "Revenue/Expenditure Reports' (for capital
construction projects) indicate budget appropriations for work that can be
accamplished in one fiscal year versus the cost of the entire capital
project. Wmen we preparz the CAFR on ocur own, we may be able to add an
additional colum indicating what would be a current fiscal year budget.
This infoamation may be significant for an auditor vo use for camparison
purposes. However, It mey not mean that much to non-audit type persons.




Memorandum -3 - January 10, 1989

"INVESTMENT POLICY REPORT":
Findings

1. Frnst & Whinney states the Library reinvests stock dividends to
purchase additional shares of stock which is considered speculative in
nature. I have forwarded this item to the City Librarian for his
camment.

2. Emst & Whinney states the "Investment Policy Report" requires all
securities to be transferred to the City"s designated bank, and that we
are presently holding @& securities in cur vault. While there is
nothing unsafe or wrong with holding our own securities, the
"Investment Policy Report" does not provide for it. We are contacting
several regional banks regarding safekeeping services .

3. Ernst & Whinney sStates we did not amortize the discount we received on
the purchase of federal securities. This was an oversight, and we have
taken care of this item with an adjusting journal entry.

4., Ernst & Whinney states we picked up the wrong June 30, 1988 figure on
the market value of the federal securities purchased from Midland
Montague. In doing this, we understated *he value of the securities.
we adjusted our books to show the increase of $526,131 in market value
at June 30, 1988.

CRvezslile

Robert H. Holm
Finance Director/Treasurer

RHH:ss



CHTY COUNCIL THOMAS A PETERSON

City Marage!
PAMES W PINKERTON It Mtavor ‘ ] ' -! O F i O D I

JONN R {Randy) SNIDER ALICE M REIMCHD '
Atuvor Pro Tempaore - CITY HALL, 221 WEST PINE STRELT City Clerk

DAVID M HINCHMAN CALL BOX 3006 BOB McNATT

EVELYN M OLSON LODI. CALIFORNIA 95241-1910 City Attorney

FRED M REID {209} 334-5634

TELECOPIER (209: 313-6795

January 24, 1989

Ernst and Whinney
555 Capital Mall, Suite 650
Sacramento, CA 95814

Gentlemen :

This letter will confirm. the action taken by the Lodi City Council at
its regular meeting of January 18, 1989 whereby the City Council, by
motion action received for filing the 1587/88 Audit and Management
letter as prepared by your firm.

. Should you have any questions regarding this matter, please do not
hesitate to ca'l this office.

Very truly yours,
4;&1' 7 éﬁi&xa{;/
Alice M. Reimche
City Clerk
AMR: 3]

cc: Robert Hoim
Finance Director
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Management Letter

City of Lodi

June 30, 1988

B4 Exnst & Whinney
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Ernst &Whinney 555 Capitol Mall. Suite 650

Sacramento, California 95814
916/447-3237

The City Council
City of Lodi
Lodi, California

We have audited the financial statements of the City of Lodi for the year
ended June 30, 1988 and have issued our report thereon dated November 18,
1988. As part of our audit, we made a study and evaluation of _.he System
of internal accounting control only to the extent we considered necessary
to determine the nature, timing, and extent of our auditing procedures.

cur study and evaluation made for the limited purpose described above
would not necessarily disclose all material weaknesses iIn the system.
Accordingly, we do not express an opinion on the system of internal
accounting control of the City of Lodi taken as a whole. However, our
study and evaluation disclosed no condition that we believed to be a
material weakness at June 30, 1988. The following suggestions are
submitted to assist In improving procedures and controls.

This report isz iIntended solely for the use of management. This

restriction is not intended to limit the distribution of this report,
which, upon acceptance by the Ccity of Lodi, is a matter of public record.

gé;LﬂAR:v‘7V2L;~01??L

November 18, 1988
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ACCOUNTING SYSTEMS adnD INTERNAL CONTROLS

Prior Year Comment - Operating Transfers

Operating transfers during the ;-ear are dct- rmined by manually searching
through each fund®s equity acc:unt 1@n e ch month"s general ledger.
Year-to-date summary reports of furd balance activity would enhance the
process ofF identifying operating transfers for financial analysis and
state reporting.

Self- Insurance Reserve

The year-end accrual of claims f»r the self-insurance reserve are
computed by the carrier. These claims are currently reviewed only for
reasonableness. A Tfull-time 'risk management” employee on staff to
review the technical aspects of claims submitted would ensure that the
review and monitoring of workers® Compensation claims is appropriate and
cost effective.

Payroll Costs

A comparison of actual payroll costs to budgeted amounts should be
performed consistently. We recommend that the Assistant Finance Director
compsre these Figures on a monthly basis and that unusual variances be
investigated timely. This prccess should result in better control over

payroll costs and more accurate information regarding budget variances.

Personnel Files

Documentation of changes in pay rates and Tfiling of other personnel
information is an important aspect of payroll internal controls. We
recommeni that the City recyrd and file changes In a timely manner to
realize strengthened interual controls.



Employee Time Cards

All employee time cirds should be approved throughout the pay period.' We
suggest that the City more rigidly enforce existing policies which state
that department supervisors approve time cards. We also recommend that
the payroll clerk return unapproved time cards to the appropriate
supervisors for approval. The enforcement of these policies should
strengthen internal controls by gaining assurance that employees are not
being paid for hours they have not worked.

Compensated Absences

Accurate data and timely computation of vacation and sick leave accruals
are necessary for proper recording and monitoring of these liabilities.
wWe recommend a formal process be documented to ensure that errors in
future computations are minimized. This process should improve the

accounting for the vacation and sick leave liability.

ADMINISTRATIVE AND OPERATIONAL CONTROLS

Reporting Software

An  automated system for compiling the financial records into the
necessary financial statements for governmental external reporting
purposes should be obtained. W recommend that the City locate the
appropriate software and implement the applicable financial reporting
procedures as this will result: in a more efficient year-end audit as well
as provide the City with a better financial tool for internal reporting

and review purposes throughout the year.



[

Improved Use of ldle Assets

The «o<icy recently purchased a twenty-ton crane which may be idle during

the year. We recommend that the City contact other municipalities within
100 miles to inform them of the availability of the crane. Thus, when
the crane is not being used, it could be rented out for a fee. This same

process should be considered for any other potentially idle assets.

Capitalization Policy

It is our understanding that the City reviews expenditures in applicable
funds for capitalization several months after the end of the Tfiscal year
in which the expenditure arose. We <tecommend that the City review
expenditures for capitalization purposes at least quarterly and
capitalize fixed asset expenditures at that time. This will result iIn
the City’s fixed asset records being more useful for internal and
external reporting purposes.

Revenue/Expenditure Reports

The Appropriations (budget) column of the Revenue/Expenditure Reports Iis
currently stated on a project basis only. We recommend the Report
reflect the budget on a fiscal year basis so that the comparison of
budget to actual becomes meaningful. This can be accomplished by either
adding a column to the Report to denote actual project  revenues/
expenditures on a fiscal year basis or keep manual accumulations of
necessary information for accurate comparison purposes. The availability
of easily accessible budget-vs.-actual project information should
facilitate better monitoring of variances from budgex.



‘ -' Ernst &Whlﬂﬂ@}' 535 Capitol Mall. Suite 650

Sacramcnto. California 95814

916/447-3237

The City Council
City of Ledi
Lodi, California

We: have applied certain agreed-upon procedures enumerated below with
respect to the Statement of Investment Policy adopted by Council
Resolution 87-121. Our review was made solely to assist you in

evaluating compliance with that policy. The procedures we performed are
summarized as follows:

a. W confirmed the City's investments as of June 30, 1988.

b. We reviewed the monthly investment reports submitted to the City
Council by the Treasurer.

c. We reviewed the System of Internal Investment Controls.

In connection with the procedures referred to above, except as set forth
in the accompanying schedules, no matters came to our attention that
caused us to believe that investment balances might require adjustment.
Had we performed additional procedures, other matters might have come to
our attention that would have been reported to you. This report relates
only to the Statement of Investment Policy and does not extend to any
financial statements of the City of Lodi, taken as a whole.

é/uwt v 7(/4‘,-.47

November 18, 1988
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Incidents of Noncompliance with the

Statement of Investment Policy

City of Lodi
Year Ended June 30, 1968

Findings

1.

The Statement of Investment Policy states that the City may not
speculate or purchase stocks. However, the City Library’s investment
portfolio contained common stock valued at $96,000 at June 30, 1988.
The library obtained the stock through bequests, stock dividends and
dividend reinvestment programs. This reinvestment is considered a
purchase of stock. Furthermore, the continued holding of the stock
is speculative.

The Statement of Investment Policy states “All securities [will be]
transferred to the City’s designated bank. Th: City 1is currently
keeping the certificates of deposit and Government National Mortgage
Association GNMA) certificates in the Citw Hall safe.

During out audit procedures we noted that the City has not amortized
the discount on the purchase of U.S. Treasury Bills in accordance
with generally accepted accounting principles. An adjustment to
increase the balance by $38,800 was required to properly reflect the
current book value of the portfolio.

The June 30, 1988 Summary Report of Investments showed an incorrect
present market value of $495974 for the Midland/Montagu U.S.
Treasury Bills. The amount should have been $526,131.
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Audited Financial Statements
and Other Financial Information

City of Lodi

June 36, 1988

E:ll Ernst &Whinney
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] Ernst &Whinnev S 555 Capitol Mall, Suite 650

Sacramento. California 95814

916/447-3237

REPORT OF INDEPENDENT AUDITORS

The City Council
City of Lodi
Lodi. California

We have audited the accompanying general purpese financial statemernts of
the City of Ledi, California, as of and for the year ended June 30, 1983,
as listed in the table of contents. These financial statements are the
responsibility of thc City's management. Our responsibility 1is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan 2nd perform the audit to
obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion,

Complete records are not maintained for general fixed assets and,
therefore, the general purpose financial statements referred to above do
not include a statement of general fixed assets, which should be included
to conform with generally accepted accounting principles.

The records of tne enterprise funds were incomplete as to fixed assets
and related depreciation. Because we were unable to satisfy ourselves as
to the proper recording of the fixed assets and related depreciation by
appropriate audit tests or by other means as a result of such incomplete
records, we are unable to express an opinion on the accompanying
financial statements of the enterprise funds.

In our opinion, except that the omission of the statement of general
fixed assets described above results in an incomplete presentation, the
general purpose financial statements, other than the enterprise funds
referred to above, present fairly, in all material respects, the
financial position of the City of Loai, California, at June 30, 1988, and
the results of its operations and the changes in financial position of
its proprietary fund types a! similar trust funds for the year then
ended in conformity with generally accepted accounting principles.



The City Council
City of Lodi
Lodi, California

Our audit was made for the purpose of forming an opinion on the general
purpose Tfinancial statements taken as a whole. The financial statements
and schedules listzd in the table of contents are presented for purposes
of additional analysis and are not a required part of the general purpose
financial statements of the City of Lodi, California. Such information
has been subjected to the auditing procedures applied in cur audic OF the
general purpose Tinancial statements and, in our opinien, is Tairly
stated in all material respects in relation to the general purpose

financial statements taken as a whole.

November 18, 1988




COMBINED BALANCE CUFRT - ALL FUND IYPES
AND ACCOUNT CROUP

CIN OF LoDl

June 30, 1988

Fiduciary Account
Governmental Fund T y p e s Proprietary Fund Types Fund Type Group
Generali Totals
Special Debt Internal Trust and Long-Term (Memorandum
—Gene+rad- _Revenue Service Enterprise Service —-Agency Debt Only)
ASSETS
Cash and certificates of deposit-

Note C $3,366,517 $3,004,189 $140,11¢  $11,818,173 $ 910,475 $2,636,779 $21,876,250
Investments-Note C 2,041,267 1,821,571 84,958 7,165,877 552,062 1,598,796 13,264,531
Receivables (net of allowances for

uncollectibles):

Accounts 315,135 2,229 1,710,023 1,080 359,000 2,387,467

Special assessments 1,145.000 1,145,000

Interast 71,900 22,570 237,221 16,306 1,750 349.927
Due from (to) other funds or

governmental agencies-Note D 427,600 (141,831) 285,7€9
Supplies iInventory 73,940 1,319,186 1,323,126
Other assets 9,475 17,845 18,974 32,000 169 78,463
Fixed assets 31,818,318 31,810,318
Accumulated deprecjation (12,307,991) (12,307,951)

$ 225,074 225,074

Amount available in Debt Service Fund
had Amount to be provided for retirement
¢. general lung-term debt-Note G 3,204,615 3,204,615

TOTAL ASSETS §6,305,914 $5.871.573 §225 074 641,779,881  §1,511 924 $4,596 494 $3,429 689 $63,.720,549




{ ( U & O - ! ! ’
Fiduciary Account
Governmental Fund Types Proprietary Fund 1'ypes Fund Type Croup —
General Totals
Special Debt Internal Toust and long-Tera (Memorandum
General Revenue Service Enterprise Service -Agency Debt— Only” _ __
LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts payable and other
liabilities $ 438.569 $ 117,014 $ 787.023 $ 23,638 $ 1,933 $ 1,368,177
Accrued salaries and wages 492,843 54,775 101,944 4,654 654,216
Payable from restrictod assets-
Note F 4,080,456 4,080,456
Due to other funds 68,500 359,100 427,600
Accrued compensated absences 540,465 299.192 $ 994,689 1,834,346
Detferred revenue 1,145,000 1,145,000
Accrued self-insurance claims 982,016 902,016
Special Assessment bonds payeblo.
net of discount-.ote G 983,252 983,252
Censral obligation bonds payable-
-Note C 2,635,000 2,435,000
TOTAL LIABILITIES 1,471,877 2,368,541 1,188,159 1,005,654 8,446,143 3,429,689 13,910,063
FUND EQUITY
Retained earnings 40,591,722 506,270 41,097,992
Fund balances:
Reserved for encumbrances 307,611 277,902 137 585,650
Reserved for supplies inventory 203,301 203,501
Unresasved:
Designated for debt service $225,074 225,074
Designated for subsequent
years’ expenditures 4,323,125 1,880,871 54,703 6,258,699
Undesignoted 1,344,259 95,511 1,439,770
TOTAL FUND EQUITY 4,834,037 3,503,032 225,074 40,591,722 506,270 150,351 49,810,486
COMMITMENTS AND CONTINGENCIES-
Notes I, J and K
TOTAL LIABILITIES aND FUND EQUITY $6,305,914 $5,871,573 §$225,074 $41.779.881 §1,511,924 $4,596,494 $3,429,689  $63,720,549

See notes to financial statements

e s
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COMBINED STATEMENT OF REVENUES, ENPENDITURES, AND
CHANGES IN FUND BALANCES - ALL GOVERNMENTAL FUND TYPES

HND EXPENDABLE TRUST FUND
CITY OF LODI

Year Ended June 30, 1988

REVENUES
Taxes
Licenses and permits
Intergovernmental revenues
Charges for services
Fines, forfeits and penalties
Use of money and property
Miscellaneous revenues

TOTAL REVENUES

EXPENDITURES
Current:
General government
Public protection
Public works
Sanitation
Lit ary
Parks and recreation
Capital outlay
Debt service:
Principal retirement
Interest and fiscal charges
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Operating transfers in
Operating transfers out

TOTAL OTHER FINANCING
SOURCES (USES)

EXCESS OF REVENUES AND OTHER
SOURCES OVER (UNDER) EXPEND-
ITURES AND OTHER USES

Fund balances - July 1, 1587
FUND BALANCES - JUNE 30, 1988

See notes te rinancial statements

Fiduciary
Governmental Fund Types Fund Tyre
Totals
Special Debt Expendable (Memorandum
General Revenue Service Trust Only)
$ 7,476,816 $1,602,337 $ 9,079,153
426,699 426,699
1,865,462 1,201,838 3,067,300
2,985,501 41,862 3.027.363
268,225 48,068 316,297
478,238 1,196 ,506 $ 10,697 1,685,441
401 173 ___ 39,407 440,580

13,262,118 4,130,018

2,529,711 551,976
6,123,230 673,160
2,056,385 125,425
2,757,419
654,541
1,695,376
825,48 2,410,002

10,697 18,042,833

3,081,687
6,796,350
2,181,814
2,757,419
654,541
1,695,376
3,235,483

§355,000 355,000
101.057 101,057

15,987,606 4,415,102

456,057 20,858,767

(2.085,488)  (285,086) (456,057)  10.697 (2,815,934)

5,870,105 459,850 6,325,955
(2,239,659)  (30,000) (2,319,659)
3.630.446 __._(80,000) 459,850 4,010,296
1,544,958 (365,086) 3,793 10,697 1,194,362
3,289,079 3,868,118 221 281 143 803 7.522,281

$ 4,834,027 33,503 032

$225,074 $154,500 $ 8,716 643

AT b 3 g e T e
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COMBINED STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES - BUDGET AND ACTUAI. .
GENERL AND SPECIAL REVENUE FUNDS

CITY OF LODI
Year Ended June 30, 1988

REVENUES
Taxes
Licenses and permits
Intergovernmental revenues
Churges for sarvices
Fines. forfelits and

penalties
Use of money end property
Miscellaneous raw:ues
T:TAL. REVENUES

EXPENDITURER
Current:
General government
Public protection
Public works
Sanitation
Library
Parks and recreation
Capital outlay
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)

Operating transfers in

Operating transfers out
TOTAL OTHER FINANCING
SOURCES (USES)

EXCESS OF REVENUES AND OTHER
SOURCES OVER (UNDER)
EXPENDITURES AND OTHER USES

Fund balances-Juiy 1, 1987

FUND BALANCES-JUNE 30, 1988 §

Totals
Conoral FPund Special Revenue Fund (Memorandum Only)
—_ Variance Variance Variance
Favorable Favorable Favorable

Budget Actual {Unfavorable) Budget Actual (Unfavorable) Budget Actual (Unfavcrable)
$ 7,522,145 $ 7,476,816 $ (65,329) $1,539,285 $1,602,337 $ 63,052 $ 9,061,430 $ 9,079,153 $ 17,723
64,270 426, 62.429 364,270 426,699 62,429
1,828,670 1,863,462 36.792 ,285,690 1,201,638 (183,852) 3,214,360 3,067,300 (147,060)
2,535,325 2,985,501 450,176 38,000 41,862 3,062 2,573,329 3,027,363 454,038
212,500 268,229 55,729 44,600 48.068 4.068 256,500 316,297 59.797
388, 325 470,238 89.913 450,595 1,196,506 745,911 838,920 1,674,744 835,824
——192,120 601,173 209,053 9,009 39,407 30,407 201,120 440,580 239,460
13,043,355 13,902,118 858,763 3,466,570 4,130,018 663,448 16,509,925 18,032,136 1,922,211
2,267,592 2,529,711 (262,119) 675,556 551,376 123,580 2,942,148 3,081,687 (138,533)
5,857,271 6,123,230 (265.959) 673,160 673,160 6,530,431 6,794,220 (265,959)
2,150,242 2,056,389 93,853 537.915 125.425 412,440 2,588,157 2,181,814 506,343
2,451,864 2,757,419 (305.555) 2,451,864 2,757,417 (305,555)
700,880 654,541 46,339 700,830 654,541 46,239
1,666,356 1,695,376 (29,020) 1,566,356 1,695,376 (29,020)
3,696,795 825,481 2,871,314 4,951,938 2,410,002 2,551,936 8.688,733 3,235,483 5,453,250
18,090,120 15,987,606 2,102,514 7,579,449 4,415,104 3,164,345 25,669,569 20,402,710 5,266,859
(5,046,765) (2,085,4"8) 2,961,277 (4,112,879)  (285.086) 3,827,793 (9,159,644) (2,370,574) 6,789,070
2,199,810 5,870,105 3,670,295 2,199,810 5,870,105 3,670,295
(405,275) _(2,239,659) _(1,834,384) (100,000) (80,000) 20,000 (505,.275) (2,319,659) (1 814,384)
1,794,535 3,620,446 1,835,911 (100,000) {80,000} 20,000 1,694,535 3,550,446 1,855,911
(3,257,230) 1,544,958 4,797,188 (4,212,879) (365,066) 3,847,793 (7,465,109) 1,179,872 8,644,981

3.289.079 3,289,079 3,868,118 3,862,118 7,157,197 7,157,197
36,843 $ 4,836,037 § 4,797,188 § (344,761) $3,503,032 $3,847,793 $ (307,912) $ 8,337,069 $ 8,644 981

See notes co financial statements



COMBINED STATMENT OF REVENUES, EXPENSES, AND
CHANGES M1 RETAINED EARNINGS/FUND BALANCES - ALL
PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS

CITY OF LODI

Year Ended June 30, 1988

See notes to financial statements

Fiduciary
Proprietary Fund Types Fund Type
Non- Totals
Internal Expendable (Memorandum
Enterprise Service Trust Only)
VENUES .
OPEFF]%-Ir—IgNeGs Ei’%r t::“,er\sllces $27,907,863 $ 930,651 $28.838.514
TOTAL OPERATING REVENUES ~27,907,863 930,651 T28.838.514
OPERATING EXPENSES
Personal services 2,326,241 242,609 $ 107,554 2,686,604
Supplies, materials. and services 3,804,986 266,543 348,947 4,440,476
Electric, sewer, and water 15,307,739 15,307,539
Depreciation 1,112,164 1,112,164
Benefit payments 668,985 668,985
Refunds 245,327 245,327
TOTAL OPERATING EXPENSES 22,806,457 1,198,337 456,501 24,461,295
NET OPERATING INCOME (LOSS) 5,101,406 (267,686)  (456,501) 4,377,219
NONOPERATING REVENUES
Sewer bond taxes 275'231 S 275,234
Interest revenue 1,447,85¢ 88,478 1,536,337
Rent 121,766 7,950 129,716
Ocher 353,034 898.967 861,991
TQTAL WONOPERATING_REVENUES Sy , " 2,803,
INCOME (LOSS) 'BEFORE OPERATING TRANSFERS _ 7.286:283  (199'308) 60406 —2.883.4d8
- o . (4,054,075) 323.562, 216,590 (3,513,916)
Net operating transfers in (out) NET INCOME —3-245-55% J—« , 0% 550551
Retgigygd iggroingsyfundihgfances 37,346,498 361,909 (261,145) 37,427,262
- BALANCES (DRETAINGD FAREINGS/TY8B s40,591 722 § 506,270 $ (4,149) $41,093,843




COMBINED STATEMENT OF CHANGES IN. FIRANCIAL POSITION -
ALL PROPRIETARY FUND TYPES aXD SIMILAR TRUST FUNDS

CITY OF LODI

Year Ended June 30. 1988

Fiduciary
Proprietary Fund Types Fund Type
Noni- Totals
Internal Expendable  (Hemorandum
Enterprise Service Trust Onlvyy
SOURCE OF WORKING CAPITAL
Operations:
Net income $3,245,224 $ 1.%,361 $ 276,996 $3,666,581
Depreciation not requiring working
capital 1,112 164 1,112,164
TOTAL SOURCE OF WORKING CAPITAL 4,357,388 144,361 276,996 4,778,745
USE OF WORKING CAPITAL
Acquisition of fixed assets 1,501,498 1,501,498
NET Ii/CREASE IN WORKINZ CAPITAL $2,855,890 $ 144,361 $ 276,996 $3,277,247
ELEMENTS OF NET INCREASE (DECREASE) IN
WORKING CAPITAL
Cash and investments $ 568.222 ¢ 151,110 $(334,972) $ 384,360
Receivables 236,537 5,716 508,757 751,010
Due from othzr fur ' or governmental
agencies (4,998) (4,998)
Supplies inventory 75,452 75,402
Other assets 2,541 (1,415) (500) 626
Accounts payable and other liabilities 1,992,845 (11,275) 106,633 2,088,203
Accrued salaries and wages (21,783) (2,922) (24.705)
Due to other funds 7,861 7,861
Accrued compensated absences (737) (737;
hccrued self-insurance claims 275 — 225
NET INCREASE IN WORKING CAPITAL $2,855,890  $ 144 361 S 276,996 $3,272,247

See notes to financial statements



NOTES TO FINANCIAL STATEMENTS
CITY OF LODI

June 30. 1988

NOTE A--FINANCIAL REPORTING ENTITY

For financial reporting purposes, in conformance with NCGA Statement 3,
the cCicy includes all funds, account groups, agencies, boards,
commissions, and authorities that are controlled by or dependent on the
City"s executive or legislative branches (the Mayor or the Council,
respectively). Control by or dependence on the City was determinsd 0N
the basis of budget adoption, taxing euthority, outstanding debt secured
by revenues >r general obligations of the City, obligations of the City
to Tfinance any deficits that may occur, or receipt of significant
subsidies from the City. Based on the foregoing criteria, z11 funds and
account groups of the City, except for the general fixed asset group of
accounts for- which complete records are not maintained, are inclided 1N
the City"s financial statements.

MOTE B--SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City summarized below conform to generally
accepted accounting policies for governmental entities, except that
complete records are not maintained for fixed assets.

Basis of Presentation: The financial transactions of the City are
recorded in individual funds and an account group. The various funds and
account group are reported by type in the financi.l statements. Amounts
in the "Totals (Memorandum Only)" columns in the financial statements
represent a summation of the combined financial statement line items of
the fund types and account group and are presented only for analytical
purposes. The summation includes fund types and the account group that
use different bases of accounting, both restricted and unrestricted
amounts, interfund transactions that have not been eliminated, and the
caption "amount to be provided,” which 1is not an asset in the usual
sense. Consequently, amounts shown in the "Totals (Memorandum Only)"
columns are not comparable to a consolidation and do not represent the
total resources available or total revenues and expenditures/expenses OF
the City.

The City uses the Tfollowing fund categories, fund types, and account
group:

General Fund: To account for all Tfinancial resources except those
required to be accounted for in another fund,



NOTES TO FINANCIAL STATEMENTS (Continued)
CITY GF LODI

June 30, 1988

NOTE B--SIGNIFICANT ACCOUNTING POLICIES (Continued)

Special Revenue Funds: To account for the proceeds of specific
revenue sources, other than expendable trusts, or capital projects,
that are legally restricted to expenditures for specific purposes.

Debt Service Funds: To account for the accumulation of resources
for, and payment of, general long-term debt principal and interest.

Enterprise Funds: To account for operations that are financed and
cperated in a manner similar to private business enterprises - where
the intent of the governing body 1is that the costs (expenses,
including depreciation) of providing services to the general public
on a continuing basis be finar:ed or recovered primarily through user
charges.

Internal Service Funds: To account for the financing of services
provided by one department to other departments of the governmental
unit on a cost-reimbursement basis.

Trust and Agency Funds: To account for assets held by a governmental
unit in a trustee capacity or as an agent for individuals, private
organizations, ocher govermmental units, and/or other funds. These
include expendable trust funds and nonexpendable trust funds.

General Long-Term Debt Account Group: To account for wunmatured
general long-term liabilities of the City.

For financial reporting purposes, the special assessment fund, which was
shown separately in previous years, has been combined with the special

revenue fund for the year ended June 30, 1988. The effect was to
decrease the special revenue fund balance as of July 1, 1987 bv
$723,197. Special assessments are levied and collected by the Cournty and
are recognized as income when received. Special assessments receivable

are recorded as deferred revenue since the amounts are not considered
available under generally accepted accounting principles.

Basis of Accounting: Governmental, expendable trust, and agency funds
are accounted for on the modified accrual basis of accounting.
Governmental and expendable trust fund revenues are recognized when
received in cash except. those nubject to accrual, which are recorded as
receivables  when measurable and available to pay current period
liabilities. Expenditures are recognized on the accrual basis, except
for principal and interest of general and special assessment lecng-term
debt, which is recognized when due.
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NOTES TO FINANCIAL STATEMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTE B--SIGNIFICANT ACCOUNTING POLICIES (Continued)

Proprietary and nonexpendable trust funds are accounted for on the
accrual basis of accounting. Their revenues are recognized in the period
earned and expenses are recognized in the period incurred.

Budgetary Accounting: An operating budget is adopted each fiscal year
for the general and special revenue funds on the same modified accrual
basis used to reflect actual revenues and expenditures. Budgetary
control is exercised at the department level. The City Manager is
authorized to transfer budget amounts between departments within any
fund; however, any supplemental appropriations that amend the total
expenditures of any fund require City Council approval. Reported budget
amounts are as originally adopted or as amended by City Council
resolution. Unencumbered appropriations lapse at year-end.

Pooled Cash and Investments: Cash balances of most City funds are pooled
and invested. Interest earned from investments purchased with pooled
cash is allocated to each of the funds based on the fund's average cash
balance. Investments are stated at cost.

Inventories: Inventory-type items are considered expenditures at the
time of issuance of supplies. Inventories of supplies are stated at the

lower of cost (generally determined on a weighted average basis) or
market .

Fixed Assets: Complete fixed asset records for the enterprise funds are

not maintained. As a result, records are also incomplete €or
depreciatirm.
Compensated Absences: The City records liabilities, discounted to

present value, for future compensated absences (sick leave and vacation
pay) earned and vested for th: General Fund and Enterprises Funds.
Vacation time vests without restriction to substantially all employees.
Sick leave vests only to employees who are eligible for retirement from
the City and is based on years of service. Amounts classified as current
have been included in current year operations. Amounts determined to be
noncurrent for the General Fund have been recorded as liabilities of the
General Long-Term Debt Account Group.

Encumbrances: Encumbrances are established in the general and special
revenue runds to recognize future obligations of the City. They cease to
be encumbrances when vaid or when the actual liability is recorded.

11
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NOTES TO FINANCIAL STATEMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTES B--SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Equity: Amounts reported as designated for subsequent vyear's
expenditures in unreserved fund equity relate to unused appropriations
for which there are no purchase orders or contracts, but are expected to
be expended during the next fiscal year.

Property Taxes: The City receives property tax revenues based on an
allocation factor calculated by the County of San Joaquin under the
provisions of State of California Proposition 13. Property taxes are
received from the County throughout the year and are rtcognized as income
when received. There was no receivable at year-end. Collections in 1988
were $3,338,000.

Sales and Use Taxes: The City receives an allocation of sales and use
taxes from the State of California monthly and recognizes the revenues

wvhen received. The City receives 12%6f the 6% sales tax assessed within
City limits.

Grants and Other Governmental Revenues: On grants where expenditures of
funds are the prime factor for determining earnings of grant funds, the
receivable and revenue are recognized when the expenditures have been
incurred. Amounts due from other governmental agencies and the related
revenue thereon are recorded when earned.

Interfund Transactions: During the course of normal operations the City
has numerous transactions between funds, including expenditures and
transfers of resources to provide services, construct assets, and service
debt. The accompanying financial statements generally reflect such
transactions as .operating transfers. Operating subsidies are also
recorded as operating transfers. The classification of amounts recorded
as subsidies, advances, o= equity contributions is determined by Ciry
Council .

Internal service funds are used to record charges for services to all
City departments and funds as operating revenue. The funds so charged
record these payments to the internal service funds as operating expenses.

The General Fund provides administrative services to Enterprises Funds.
Amounts cherged to a fund for these services are based on the City's
central service cost allocation plan and are treated as a reduction of
expenditures in the General Fund and as operating expenses in the
Enterprise Funds.

12



NOTES TO FINANCIAL STATEMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTE B--SIGNIFICANT AGCOUNTING POLICIES (Continued)

Self-lInsurance: The City provides workers®™ compensation benefits snd
public [liability and damage benefits under self-insured plans. Estimated

liabilities for benefit payments related to outstanding claims are
recorded at year-end.

NOTE C--CASH AND INVESTMENTS

At year-end, the carrying amount of the City of Lodi cash and
certificates of deposits was $21,876,250. Jf this amount, $10,216,000
was insured through the Federal Deposit Insurance Corporation or the
Federal Savings & Loan Insurance Corporation, $4,080,000was covered by

collateral held in the pledging banks' trust departments and the
remainder was uninsured and uncollateralized.

The City"s investments are categorized to give an indication of the level
of risk assumed by the entity at year-end. Category 1 includes
investments that are insured or registered, or for which the securities
are held by the City or its agent in the City"s name. Category 2
includes uninsured and unregistered investments for which the securities
are held by the dealer broker or dealer®s trust department Oor agznt 1In
the City's name. Category 3 includes wuninsured and unregistered
investments for which the securities are held by the broker or dealer or
by its trust department but not in the City"s name.

Category Carrying Market
1 2 3 Amount Value
Government National
Hortgage Association $1,970,099 $ 1,970,099 $ 1,895,431
U.S. Treasury Notes 2,993,740 2,993,740 2,975,400
Herrill Lynch Institutional
Fund, Inc. $2,774,016 2,774,016 2,774,016
U.S. Treasury Bills 526,676 526,676 526,131

55,490,515 O 32,774,016 8,264,531 8,170,978

tocal Agency
Investment Fund (Not subject
to categorization) 5,000,000 5,000,000

Total investments $13, 264,531 $13,170,978

13



NOTES TO FINANCIAL STATEMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTE D--GRANTS

The total amount of grants made to the City was approximately $2,927,000,
of which the City expended $2,142,000chrough June 30, 1988. Unearned
grant revenue at year-end amounted to $142,000. The amount of grants
available for future use at June 30, 1988 was $785,000.

NOTE E--DEFINED BENEFIT PENSION PLAN

Plan Description

The City contributes to the California Public Employees®™ Retirement
System (FERS), an agent multiple-employer public employee retiremcnt
system, that acts as a common Investment and administrative agent for
participating public entities within the state of California.

The system covers substantially all employees, except elected officials
and those compensated on an hourly basis who were hired after My 31,
1966. The City’s payroll for employees covered by the system for the
year ended June 30, 1988 was $9,366,000. The City"s total payroll for
the same period was $10,827,000.

Safety employees are required to contribute 9 percent of their annual
salary to the system, and all other employees are required to contribute
7 percent. The City 1is required to contribute the remaining amounts
necessary to fund the benefits for its membevs, using the actuarial basis
recommended by the PERS actuaries and actuaxial consultants and adopted
by the PERS Board. of Administration.

Funding Status and Progress

The amoun:c  shown below as the “peasion benefit obligation®™ 1is a
standardized disclosure measure of the pcesent value of pension benefits,
adjusted for the effects of prejec.ed salary 1Increases and step-rate
benefits, estimated to be payable in tae future as a result of employee
service to data. The measure 1ic iIntended to help users assess the
funding status of the System on a going-concern basis, assess progress
made in accumulating sufficient zssets 1o pay benefits when due, and make
comparisons among employers. The measure S the actuarial present value
of credited projected benefits and is independent of the funding method
used to determine contributions to the Systcm.



NOTES TO FINANCIAL STATEMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTE E--DEFINED BENEFIT PENSION PLAN (Continued)

The pension benefit obligation was computed as part of an actuarial
valuation performed as of June 30, 1987. Significant actuarial
assumptions used in the valuation include: (@) a rate of return on cthe
investment of present and future assets of 8.5 percent per year
compounded annually, (b) projected salary increases of 5 percent per year
compounded annually, attributable to inflation, (¢) additional projescted

salary increases of 2 percent per year, attributable 0 seniority/merit,
and (d) no post retirement benefit increases.

The total unfunded pension benefit obligation applicable to the employees
"was$5,458,537 at June 30, 1987 as follows:

Pension Benefit Obligation:
Retirees and beneficiaries currently receiving
benefits and terminated employees not yet

receiving benefits $18,356,355

Current employees:
Accumulated employee contributions including

allocated investment earnings 7,242,192
Employer-financed vested 8,232,537
Employer-financed noun vested 410,572

Total pension benefit obligation 34,242,656

Net assets available for benefits at cost
(market value of $36,037,717) 28,784,119
UNFUNDED PENSION BENEFIT OBL1GATION §L§¢f58’5§1_

Contributions Required and Contributions Made

PERS uses the Entry Age Normal Actuarial Cost Method which is a projecced
benefit cost method. That is, it takes into account those benefits that
are expected to be earned in the Tfuture as well as those already
accrued. According to this cost method, the normal cost for an employee
is the level amount which would fund the projected benefit If it were
paid annually from date of employment until retirement. PERS uses a
modification of the Entry Age Cost Method in which the employer®s total
normal cost 1is expressed as a level percentage of payroll. PERS also

15



NOTES TO FINANCIAL staTeHENTS (Continued)
CITY OF LGDI

June 30, 1988

NOTE E--DEFINED BEXEFIT reNsION FLAN (Continued)

uses the level percentage of payroll method to amortize any unfunded
actuarial liabilities. The amortization period of the unfunded actuarial
liabilicy ends on June 30, 2000.

The significant actuarial assumptions used to compute the actuarially
determined contribution requirement are the same as chose used to compute
the pension benefit obligation, as previously described.

The contribution to the system for 1988 of $2,200,712 was made 1n
accordance with actuarially determined requirements computed through an
actuarial valuation performed as of June 30, 1987. The contribution
consisted of: (@ $1,642,601 normal cost (17.5 percent of current
covered payroll) and (b) $558,111 amortization of the unfunded =zctuarial
accrued liability (approximately 6.0 percent of current covered payroll);
the City contributed $1,458,985 of this total (approximately 15.6 percent
of current covered payroll) and the employees contributed $741,727
(approximately 7.9 percent of current covered payroll).

Trend Information

Trend iInformation gives an iIndication of the progress made in
accumulating sufficient assets to pay benefits when due. Systemwide
ten-year trend information may be Tfound in the California Public
Employees' Retirement System Annual Reports.

For the year ended June 30, 1988, available assets were sufficient: to
fund 84 percent of the pension benefit obligation. Unfunded pension
benefit obligation represented 58 percent of the annual payroll for
employees covered by the PERS for 1988. Showing unfunded pension benefit
obligation as a percentage of annual covered payroll approximately
adjusts for the effects of inflation for analysis purposes. In addition,
for the year ended June 30, 19838, the City*“s contributions to the system,
all made in accordance with actuarially determined requirements, were 16
percent of annual covered payrolil.

NOTE F--DEFERRED COMPENSATION PLAN

The City offers its employees a deferred compensation plan adopted under
Internal Revenue Code Section 457.  The plan, available to all City
employees, permits them to defer a portion of their salary until future
years. Although the City has not received a ruling from the Internal
Revenue Service regarding the eligibility of the plan, the City is not

16




NOTES TO FINANCIAL STATMZNTS (Continued)
CITY OF LGDI

June 30, 1968

NOTE F-DEFERRED COVPENSATION PLAN (Continued)

aware of any events which may result in an adverse tax ruling. The
deferred compensation is not available to employees until termination,
retirement, death, or unforeseeable emergency.

All amounts of compensation deferred under the plan, all property and
rights purchased with those amounts, and all income attributable to thosa
amounts, property, cr rights are (until paid or made available to the
employee or other beneficiary) solely the property and rights of the
City, subject only to the <claims of the City's general creditors.
Participants' rights under the plan are equal to the fair market value of
the deferred account for each participant.

It is the opinion of the City's legal counsel that the City has no
liability for losses under the plan but does have the duty of due care
that would be required of an ordinary prudent investor. Tte City
believes that it is unlikely that it will be required to use the assets
to satisfy the claims of general creditors in the future.

The City's deferred compensation plan has assets and liabilities totaling
$4,080,000 as of June 30, 1988 recorded in an expendable trust fund.

NOTE G--LONG-TERM DEBT

Bonds payable at June 30, 1988 were comprised of the following individual
issues:

General obligation bonds:
$5,500,000 Series A serial bonds, issued in 1965, due
in annual installments of $220,000 to $290,000
through October 1, 1995; interest: at 6% $2,055,000

$740,000 Series B serial bonds, issued in 1969, due
in annual installments of $40,000 to $55,000

through May 1, 1994; interest at 6% 275,000

$960,000 Series C serial bonds, issued in 1375, due
November 1, 1988; interest at 6% — 105,000
$2,435,000

17




NOTES TO FINANCIAL STATEMENTS (Continued)
C1TY OF LODI

June 30, 1988

NOTE G- -LONG-TERM DEBT (Continued)

Special assessment t.oands:
$1,588,000Turner Road/cluff Avenue serial
bonds, issued in 1981, due in annual
installments of $135,000 through July 2, 1994;
interest at 10%; net of discount of $150,860
resulting In an effective iInterest rate of
12.64% $ 659,140

$388,720United Downtown Assessment District
Beautification Project, Series 1984-1, Serial
Bonds, issued in 1984, due in annual installments
of $20,000 to $4%,000 through July 2, 1999;
interest from 6.50% tc 9.90%; less discount of
$10,888 324,112

$ 983,252

The following is a summary of bond transactions of the City for the year
ended June 30, 1988:

General Special
Oblipation Assessment Total
Bonds payable at suly 1, 1987 $2,790,000 $1,300,000 $4,090,000
Bonds retired 355,000 155,000 510,000

Bonds payable at June 30, 1988 $2,435,000 $1,145,000 $3,580,006

Principal payments on debt service requirements are as follows:

1989 $ 525,000
1990 430,000
1991 450,000
1992 465,000
1993-1999 1,710,000
$3,580,000

Series A bonds maturing by their terms on and after October 1, 1988 and
all Series B bonds are subject to call and redemption at the option of
the City. No bonds were called during the year.




NOTES TO FINANCIAL STATMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTE G--LONG-TERM DEBT (Continued)

The City is required to, and has set aside in operating reserve accounts
of the special revenue fTund, 7% and 5% of the principal of the Turner
Road/Cluff Avenue and the United Downtown Assessment District
Beautification Project special assessment bods, respectively, in case of
any delinquent assessment levied for retirement of the bonds.

NMOTE H--SEGMENT INFORMATIQN FOR ENTERPRISE FUNDS

The City maintains three enterprise funds which provide electric, sewer,
and water services. Segment information for the year ended June 30, 1988
was as follows:

Electric Sewer Water Total
Utilicy Utility Utility  Enterprise
Fund Fund Fund Fund
Operating Revenues $23,768,381 $ 2,620,038 $1,514,444 $27,907,863
Depreciation Experse 541,140 372,666 198,358 1,112,164
Operating Income 4,636,791 146,399 318,216 5,101,406
Net Operating
Transfers Out 3,631,285 15,195 407,595 4,054,075
Tax Revenues 275,234 275,224
Net Income 2,145,915 1,034,047 65,262 3,245,224
Property, Plant, and
Equipment Additions 1,067,988 113,524 319,986 1,501,498
Net Working Capital 16,445,156 3,532,820 1,103,419 21,061,395
Total Assets 26,366,155 10,470,662 4,341,064 41,779,681
Total Equity 25,976,422 10,314,946 4,300,354 40,591,722

Electricity service sales to a single customer were approximately 13% of
total operating revenues of the electric utility fund in 1986. No other
single customer accounted for more than 10% of total operating revenues
in the electric utility fund or in any of tha other enterprise funds.

NOTE I--MEMBERSHIP IN THE NORTHERN CALIFORNIA POWER AGENCY

The City, along with various ocher public agencies, is a member of the
Northern California Power Agency (NCPA) which was originated for the
purpose of exercising their common power to purchase, generate, sell, or
interchange electric energy and capacity through the acquisition and use
of electrical generation and transmission facilities.
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NOTES TO FINANGCIAL STATEMENTS (Continued)
CITY OF LODI

June 30, 1988

NOTE [I--HEMBERSKI? TN THE NORTHERN CALIFORNIA powER AGENCY (Continued)

The City, under its contractual obligations, jointly funds the operations

and construction and development programs of NCPA. The City has
committed, 1F necessary, to advance certain annual amounts to NCPA in the
future for the continuance of construction and development programs. No

funding of future advances is centemplated for 1989.

NOTE J--4EMBERSHIP IN THE CALIFORNIA JOINT POWERS INSURANCE AUTHORITY

The City is a member of the California Joint Powers Insurance Authority
(California JPIA). Various public agencies formed the California Jpia
for the purpose of sharing the risk of catastrophic general liability,
automobile liability, and public officials errors and omissions losses

because adequate insurance 1is not available in the commercial insurance
market.

The ultimate cost of the program to the City will depend on the
catastrophic losses of all the members, as well as the CcCity‘s own loss
experience, and will be determined retrospectively five years after the

end of the current program year. The City periodically pays deposits to
the California JPIA

These deposits are recorded as expenditures in the year paid as they are
a reasonable estimate of the actual cost of the program. During the year

ended June 30, 1988, a deposit of $218,500was paid to the California
JPIA.

NOTE K- -COMMITMENTS AND CONTINGENCIES

The City is involved in various litigationwhich arose during the normal
course of operations. The ultimate amount of possible loss cannot be
reasonably estimated, but management believes that any loss incurred as a
result of current litigation will nct have a material effect on the
City"s financial statements.
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NOTES TO FINANCIAL STATEMENTS (Continued)

CITY OF LODI

June 30, 1988

NOTE L--SUBSEQUENT EVENT

Subsequent to June 30, 1938, the City issued certificates of
participation for the 1988 wastewater t~~itment plant expansion project
in the amount of $9,415,000. These certificates were issued August 25,
1988 and were dated August 1, 1988. Installment payments are to be made
from the net revenues of the sewer system of the City. Annual maturities
of $100,000 to $755,000 range from August 1, 1989 to August 1, 2018.
Interest rates range from 5.25% to 7.80%.
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COHBININC BALANCE SHEET - GENERAL FUND
CITY OF wobI

June 30, 1988

Stores Capital work for
General. Inventory Egquipment Qutlay Others otals
ASSETS ‘
Cash and certificates of deposits $1,370,092 $ 17,976 $132,891 $1,868,257 $(22,699) $3,366,517
Investments P 833 747 10.899 80,578 1,132,806 (13,763) 2,041,267
Receivables (net of allowances
for uncollectlbles):
Re?use ) 198,573 198,?73
Miscellaneous bills collectlblr 87,910 28.652 116,562
Interest 71,980 71,080
D - t fund r tal
ufgs;ZT,‘,’““ unds or governmenta 427,600 427,600
1 (nve 30 73,910 73,940
Szﬁgr‘,‘;;uﬁ?““” 7,529 60 1,886 9,475

TOTAL ASSETS §2,566,861  $102,845  $213,469  §3,428,663 S (5.92¢) $6.305.014

LIABILITIES AND FUND BALANCE

LIABILITIES
Accounts payable and other liabilities $ 402,279 $ 2,391 § 2,166 $ 3,350 $ 28,433 § 438.569
Accrued salaries and vages 489,602 3,241 492,843

Due to other funds

Accrued compensaced absences 540,465 — 240,665
TOTAL LIABILITIES 1,432,346 2.391 2,166 3.300 —%1,674 1,471,877
FUND BALANCES
Reserved for encumbrances 110,757 26,547 170,307 307,611
Reserved for supplies/inventory 203,301 . 203,301
Unreserved:
Designated for subsequent
years" expenditures 1,023,758 (102 647) _184,156 3255 056 (37.598) _4,323 125

TOTAL FUND BALANCES _1.134.515 _100.654 _211.303 _3.425,363 _(37,.598) _4.834,037

TOTAL LIABILITIES AND
FUND BALANCES §$2,566,861 $102,845  $213,469 §3.428 661 § (5.924) 56.305 014

S e Pt
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COMBINING BALANCE SHEET - ALL ENTERPRISE FUNDS
CITY OF 1L00T

June 30, 1988

ASSETS
Cash and certificates of deposft

Investments

Receivables (net of allowances for
uncollectibles):

Ueility
Miscellansous bil1ls collectible

Intcrest
Due trom other® fund or governmental
agencles
Supplies inventory
Other asscts
Fixed assets
Accumulated depreciation

TOTAL ASSETS
LIABILITIES AND RETAINED EARNINGS

LIABILITIES L
Accounts payable and other liabilities

Accrued salaries and wages

Due to other funds
Accrued compensated absences

TOTAL LIABILITIES
RETAINED EARNINGS

TOTAL LIABILITIES AND
RETAINED EARNINGS

Electric Sewer Water Totals
$ '3,105,256 $ 2,191,643 $ 521,274 $11,810,173
5,520,926 1,328,889 316,072 7,165,877
1,500,532 96,264 93,6009 1,690,405
10,613 1,381 7,624 19,618
186,126 39,927 11,268 237,321
1,112,622 12,282 194,282 1,319,186
824 18,150 18,974
15,531,831 10,634,656 5,651,831 31,818,318
(6,000,565) (3,852,530) (2,454,896) (12,307,991)
$26,960,155 $10.470 662 $ 4,341,064 841,779,881
$ 742,566 $ 21,452 $ 22,985 $ 787,023
62,237 23,475 16,232 101,944
299,192
186,910 110,789 1,493
991,733 155,716 40,710 1,188,159
25,976,422 10,314,946 4,300,354 40,591,722
$26,968,155 $10,470,662 A3 AT 06 §41,779,881
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COMBINING STATEMENT OF REVENUES, EXPENSES, AND

CHANGES |N RETAINED EABNINGS - ALL ENTERPRISE RUNDS

CITY OF LoDI

June 30, 1988

OPERATING REVENUES
Charges for servicas

OPERATING EXPENSES
Personal servicos
Supplies, materials, nnd services
Electric, sewer, and water
Depreciation
Refunds
TOTAL OPERATING EXPENSES
NET OPERATING INCOME

NONOPERATING REVENUES
Sewer bond taxes
Interest revenue
Rent
Other
TOTAL NONOPERATING REVENUES
INCOME BEFORE OPERATING TRANSFERS

Net operating transfers out
NET INCOME

Retained earnings = July 1, 1987

RETAINED EARNINGS - JUNE 30, 1988

Electric Sewer Water —Fotats——
$23,768,381 $ 2,620,038 51,519,444 $27,907,862
1,405,100 560,193 370,948 2,336,241
1,634,034 1,540,780 630,172 3,804,986
15,307,739 15,307,739
541,140 372,666 198,358 1,112,164
743,577 — 1,750 245,327
19,131,590 2,473,639 -1,201,228 22,806,457
4,636,791 146,399 318,216 5,101,406
275,234 275,234

1,160,202 214,562 73,095 1,447,859
22,930 77,922 20,914 121,766
(42,723) 335,125 60,632 353,034
1,140,409 902,843 154,641 2,197,893
5,777,200 1,049,242 472,857 7,299,299
3,631,285 15,195 407,595 4,054,075
2,145,915 1,034,047 65,262 3,245,224
23,830,507 9,280,899 4,235,092 37,346,498
$25,976,422 $10,314,946 $4,300,354 840,591,722
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555 Capitol Mali. Suite 650
Sacramento, California 95814

916/447-3237

REFORT ON SUPPLEMENTARY AUDIT
SCHEDULE OF FINANCIAL ASSISTANCE

City Council
The City of Lodi
Lodi, California

We have audited the general purpose financial statements of the City of
Lodi, California, for the year ended June 30, 1988, and have 1issued our
report thereon dated November 18, 1988. Our audit of such general
purpose financial statements was made 1iIn accordance with generally
accepted auditing standards and the standards for financial and
compliance audits contained in the Standards for Audit of Governmental
Organizations, Programs, Activities, and Functions, 1#ssued by the U.s.
General Accounting Office, and accordingly, included such tests of the

accounting records and such other auditing procedures as we considered
necessary in the circuastances.

Our audit was made for the purpose of forming an opinion on the general
purpose Tinancial statements taken as a whole. The accompanying Schedule
of Financial Assistance is presented for purposes of additional analysis
and is not a required part of the general purpose financial statements.
The information in that schedule has been subjected to the auditing
procedures applied in the audit of the general purpose financial
statements and, in ocur opinion, is fairly stated in all material respects
in relation to the general purpose financial statemernts taken as a whole.

Eivutw WLML?,_

November 18, 1988
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SCHEDULE GF FINANCIAL ASSTSTANCE
CITY OF LODI

Year Ended June 30, 1988

Cash/ Cash/
Accrued or Disbuise- Accrued or
Federal Grantor/ Federal Pass~Through  Program or (Deferred) Receipts ur ments/ (Deferred)
Pass-Through Grantor/ CFDA Grantor’s Award Revenue at Revenue Expen-~ Revenue at
Program Title Number Number Amount July 1, 1987 Recognized ditures June 30, 1938
Beginning Ending
Balance at Balance at
July 1, 1987 June 30, 1988
Major Federal Assistence
Program
Depsrtment of the
Treasury Revenue
Sharing 21.300 N/A $1,045,691 3 0 $1,045,691 $1,045,691 $ 0
Nonmajor Federal
Assistanc> Program
Department of
Transportation
passed thrcugh State
Department of
Transportat ion:
Federal Aid Urban 20.205 R/A 1,031,560 6,030 622,960 632,240 (3,250)
Department of Housing
and Urban Develop-
ment passed through
San Joaquin County
Community Develop-
ment Block Grant 14.219 8-86-UC-05-0009 822,000 341,120 924,988 1,156,950 109,158
B-B7-UC-06-0109 683,960 0 32,390 7,840 24,550
TOTAL FEDERAL ASSISTANCE $347,150 $2,626,029 32,842,721 8130,458
State office of Criminal
Justice Planning
Career Criminal
Apprehension Program CA85027235.06 N/A $269,165 $9,807 $242,295 $236,743 $15,359
Community Crime
Resistance Program CAB6017235.00 N/A 1206, U00 o] 104 717 108.703 (3,986)
TOTAL OFFICE OF CRIMINAL JUSTICE PLANNING ASSISTANCE £9,807 $347,012 $345,44% $11,373
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: Emst &Whin ney 555 Capitol Mall, Suite 650

Sacramento, California 95814
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COMPLIANCE REPORT BASED ON AN AUDIT

OF GENERAL PURPOSE OR BASIC FINANCIAL
STATEMENTS PERFORMED IN AGCORDANCE WITH THE

STANDARDS FOR AUDITS ISSUED BY THE GAO

City Council
The City of Lodi
Lodi, California

We have audited the general purpose financial statements of the City of
Lodi. California, for the year ended June 30, 1988, and have issued our
report thereon dated November 18, 1988. Our audit was made in accordance
with generally accepted auditing standards and the standards for
financial and cowpiiance audits contained in the Standards for Audit of
Governmental Organizations, Programs, Activities, and Functions. issued
by the U.S. General Accounting Office, and accordingly included such
tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

The management of the City of Lodi is responsible Tfor..the City’s
compliance with laws and regulations.. In connection with our audit
referred to above, we selected and tested transactions and records to
determine the City’s compliance with laws and regulations, noncompliance
with which could have a material effect on the general purpose financial
statements of the City.

The results of our tescs indicate that for the items tested, the City of
Lodi, California, complied with those provisions of laws and regulations,
noncompliance with which could have a material effect on the general
purpose Financial statements. Nothing came to our attention that caused
us to believe that for the items not tested the City of l.cdi, California,
was hot iy compliance with laws or regulations noncompliance with which
could have a material effect on the City’s general purpose financial

Statements.
St 71/1;4%7

November 18, 1983
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Sacramento. California 95814

916/447-3237

REPORT ON COMPLIANCE WITH LAWS AND
REGULATIONS RELATED TO MAJOR AND NONMAJOR
FEDERAL FINANCIAL ASSISTANCE .PROGRAMS

City Council
The City of Lodi
Lodi, California

We have audited the general purpose financial statements of the City of
Lodi, California, for tho year ended June 30, 1985, and have issued our
report thereon dated November 18, 1988. Our audit was made 1in accordance
with generally accepted auditing standards; the standards for financial
and compliance audits contained in the Stendards  for  Audit  of
Governmental Organizations, Programs, Activities, and Functions, issued
by the U.S. General Accounting Office; the Single Audit Act of 1984; and
the provisions of OMB Circular A-128, Audits of State and Local
Governments and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary 1in
the circumstances.

The wmanagement OF the City of Lodi, California, is responsible for the
City™s coupliance with laws and regulations. In connection with the
audit referred to above, we selected and tested transactions and records
from each major federal financial assistance program and certain ncnmajor
federal financial assistance programs. The purpose of our testing of
transactions and records from those federal financial assistance progrsms
was to obtain reasonable assurance that the City of Lodi, California,
had, in all material respects, administered major programs, and executed
the tested nonmajor program transactions, in compliance with laws and
regulations, including those pertaining to Tfinancial reports and claims
for advances and reimbursements, noncompliance with which we believe
could have a material effect on the allowability of program expenditures.

Our testing of transactions and records selected from major federal
financial assistance programs disclosed instances of noncompliance with
those laws 2nd regulations. 211 instances of noncompliance that we found
and the programs to which they relate are identified in the accompanying
schedule of findings and questioned costs.

In our opinion, subject to the effect of the ultimate resolution of those
instances of noncompliance referred to in the preceding paragraph, for

sy
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City Council
The City of Lodi
Page Two

the year ended June 30, 1988, the City of Lodi, California, administered
each of 1its major federal financial assistance programs in compliance, in
all material respects, with laws and regulations, including  those
pertaining to Tfinancial reports and claims for advances and
reimbursements, noncompliance with which we believe could have a material
effect on the allowability of program expenditures.

In connection with the audit referred to above, a representative number
of transactions including the State Office of Criminal Justice Planning
program were selected to det:crmine If State OFffice of Criminal Justice
Planning (SOCJP) funds are veing expended in accordance with the terms of
applicable agreements and those provisions of state law or regclations
that could have a material effect on the financial statements or on the
SOCJP program testea. Our testing of transactions and records selected
frem the SOCJP programs disclosed Instances of noncompliance with those
laws and regulations. All instances of noncompliance that we found and
the programs to which they relate are identified in the accompanying
schedule of findings and questioned costs. With respect to the items not
tested, nothing came to our attention to indicate that the City of Lodi,
California, nad noc complied with applicable regulations per the SOCJP

handbook. AIl SOCJP items noted in the prior year report have been
satisfactorily resolved.

The results of our testing of transactions and records selected from
nonmajor Federal .financial assistance programs indicate that for the
transactions and records tested the City of Lodi, California, complied
with the Ulaws and regulations referred to in the second paragraph of our
report, except as noted in the accompanying schedule of findings and
questioned costs. Our testing was more limited than would be necessary
to express an opinion on whether the City of Lodi, California,
administered those programs incompliance in all material respects with
those laws and regulations noncompliance with which we believe could have
a material effect on the allowability of program expenditures; however,
with respect to the transactions and records that were not tested by us,
nothing came to our attention to indicate that the City of Lodi,
California, had not complied with laws and regulations other than those
laws and regulations for which we noted violations in our testing

referred to above.
(é/b—vat\* WLML?

November 18, 1988
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CITY OF LODI

Year Ended June 30, 19838

Federal Revenue Sharing

Finding: The Federal Revenue Sharing Regulations require recipients
to publish notice of the availability for public inspection of the
audit report. The City did not publish this notice.

Effect: The public’s participation iIn the Revenue Sharing program
may have been impaired due to the non-publication.

Recommendation: The City should publish this notice within thirty
days after receipt of future audit reports.

Response: The publishing of the notice was inadvertently overlooked.

Office of criminal Justice Planning

Finding: The Office of Criminal Justice Planning requires
participants to Tfile Fform 201 within ten days of the end of the
reporting nonti:. The City has not been submitting the monthly report
within the stipulated time period.

Effect: The City’s right to participate in the program may have been
impaired due to noncompliance with the report deadline.

Recommendation: The City should prepare and submit the report within
ten days of the end of the reporting month.

Response: The City’s reporting system does not enable them to
prepare Form 201 within ten days of the end of the reporting month.
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Ernst &Whinﬁey 555 Capitol Mall. Suite 650

Sacramento, California 95814
916/447-3237

REPORT ON INTERNAL ACCOUNTING CONTROLS
BASED SOLELY ON A STUDY AND EVALUATION
MADE AS A PART OF aN AUDIT OF THE
GENERAL PURPOSE OR BASIC FINANCIAL STATFAENTS

City Council
The City of Lodi
Lodi. California

We have audited the general purpose financial statements of the City of
Lodi, California, for the year ended June 30, 1988, and have issued our
report thereon dated November 18, 1988. As part of our audit, we made =
study and evaluation of the system of internal accounting control of the
City of Lodi, California, to the extent we considered necessary to
evaluate the system as required by generally accepted auditing standards
and the standards for Tfinancial and compliance audits contained in the
U.S. General Accounting Office Standards for Audit of Governmental
Organizations, Programs, Activities, and Functions. For the purpose of
this report, we have classified the significant internal
controls in the following categories:

accounting

Financing
Revenue/receipts
Purchases/disbursements
External financial reporting
Financial statement captions
. Cash and cash equivalents
. Receivables
. Inventory
. Property and equipment
. Payables and accrued lisbilities
. Debt
. Fund balance

Our study included all of the control categories listed above. The
purpose of our study and evaluation was to determine the nature, timing,
and extent of the auditing procedures necessary €or expressing an opinion
on the entity"s financial statements. Our study and evaluation was more
iimited than would be necessary to express an opinion cn the system of

internal accounting control taken as a whole or on any of the categories
of controls identified above.
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City Council
The City of Lodi
Fage Two

The management of the City of Lodi, California, is responsible for
establishing and maintaining a system of internal accounting control. In
fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of control
procadures. The objectives of a system are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded
against loss from unauthorized use or disposition, and that transactions
are executed In accordance with management®s authorization and recorded
properly to permit the preparation of financial statements In accordance

with generally accepted accounting principles. Because of iInherent
limitations in any system of 1internal accounting contrccr, €rrors or
irregularities may nevertheless occur and not be detected. Also,

projection of any evaluation of the system to future periods is subject
to the risk that procedures may become inadequate because of changes in

conditions or that the degree of compliance with the procedures may
deteriorate.

Our study and evaluation made for the limited purpose described iIn the
first paragraph would not necessarily disclose all material weaknesses in
the system. Accordingly, we do not express an opinion on the system of
internal accounting control of the City of Lodi, California, taken as a
whole or on any or the categories of controls identified in the Tfirst

paragraph. However, our study and evaluation disclosed no condition that
we believe to be a material weakness.

This report 1is intended solely for the use of management and the
cognizant agency and should not be used for any other purpose. This
restriction is not intended to [limit the distribution of this report
which, upon acceptance by the cognizant agent, is a matter of public

record.
Bty Wiy

November 18, 1988
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Sacramento. California 95814

916/447-3237

REPORT ON INTERNAL CONTROLS (ACCOUNTING AND
ADHINISTRATIVE) BASED ON A STUDY AND EVALUATION
MADE AS A PART OF AN AUDIT OF THE GENERAL
PURPOSE OR BASIC FINANCIAL STATEMENTS AND THE
ADDITIONAL TESTS REQUIRED EY THE SINGLE AUDIT ACT

City Council
The City of Lodi
Lodi, California

We have audited the general purpose financial statements of the City of
Lodi, California. for the year ended .June 30, 1988, and have 1issued our
report thereon dated November 18, 1988. As part of our audit, we made a
study and evaluation of the internal control systems, including
applicable internal administrative controls, used 1in administering
federal financial assistance programs to the extent we  considered
necessary to evaluate the =zsystews as required by generally accepted
auditing standards, the standards Governmental Organizations, Programs,
Activities, and Functions issued by the U.S. General Accounting Office,
the Single Audit act of 1984, and the provisions of oMB Circular A-128,
Audits of State and Local Governments. For the purpose of this report,
we have classified the significant internal accounting and administrative

controls used in adaminiscerig Tederal financial assistance programs in
the following categories:

- Financing
- Revenue/receipts
- Purchases/disbursements
- External financial reporting
- Grant administration and compliance
General Requirements
. Political activity
. Davis-Bacsn Act
. Civil rights
. Cash management
. Relocation assistance and real property acquisition
. Federal financial reports
Specific Requirements
. Types of services
. Eligibility
. Reporting
. Cost allocation
. Monitoring subrecipients
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City Council
The City of Lodi
Page Two

The management of the City of Lodi, California, is responsible for
establishing and maintaining internal control systems used in
administering federal financial assistance programs. |In fulfilling that
responsibility, estiniates and judgments by management are required to
assess the expected benefits and related costs of control procedures.
The objectives of internal control systerms used in administering federal
financial assistance programs are to provide management with reasonable,
but not absolute, assurance that, with respect to federal financial
assistance programs, resource use is consistent with laws, regulations,
and policies; resources are safeguarded against waste, loss, and misuse;
and reliable data are obtained, maintained, and fairly disclosed in
reports.

Because of inherent limitations in any system of internal accounting and
administrative controls used in administering federal financial
assistance programs, errors or irregularities may nevertheless occur and
not be detected. Also, projection of any evaluation of the systems to
future periods is subject to the risk that procedures may become
inadequate because of changes in conditions or that the degree of
compliance with the procedures may deteriorate.

Our study included all of the applicable control categories listed
above, During the year ended June 30, 1988, the City of Lodi,
California, expended 70% of its total federal financial assistance under
major federal financial assistance programs. With respect to internal
control systems wused in administering major federal financial assistance
programs, our study and evaluation included considering the types of
errors and irregularities that could occiy, determining the internal
control procedures that should prevent or detect such errors and
irregularities, determining whether the necessary procedures are
prescribed and are being followed satisfactorily, and evaluating any
weaknesses.

With respect to the incermal control system used solely in administering
the nommajor federal financial assistance programs of the City of Lodi,
California, our study and evaluation was limited to a preliminary review
of the systems to obtain an understanding of the control environment and
the flow of transactions through the accounting system. Our study and
evaluation of the internal control systems used solely in administering
the nonmajor federal financial assistance programs of the City of Lodi,
California, did not extend beyond this preliminary review phase.

Our studjj and evaluation was more limited than would be necessary to

exp.ess an opinion on the internal control systems used in administering
the federal financial assistance programs of the City of Lodi,

10



City Council
The City of Lodi
Page ""hree

California. Accordingly, we do not express an opinion on the internal
control systems used in administering the major federal financial
assistance programs of the City of Lodi, California.

Also, our audit, made in accordance with the standards mentioned above,
would not necessarily disclose material weaknesses in the internal

control systems used solely iIn administering nonmajor federal Financial
assistance programs.

However, our study and evaluation and our- examination disclosed no
condition that we believe to be a material weakness 1in relation to a
federal financial assistance program of the City of Lodi, California,

This report is intended solely for :the use of management and the
cognizant agency and should not be wused for any other purpose. This

restriction is not intended to limit the distribution of this report,
which, upon acceptance by the City of Lodi, California, is a matter of

public record.
é/iawtv‘- 71//«,—‘”'.7

November 18, 1968
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